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Reinforcing Users’ Confidence in Statutory Audit during a Post-Crisis Period: An 
Empirical Study   
Abstract 
Purpose: This paper examines the factors that are perceived as important for the statutory 
audit function in order to restore confidence in the financial statements, its value relevance 
and decision usefulness in the aftermath of the financial crisis.  
Design/methodology/approach: This research used a structured questionnaire to collect data 
from practising accountants, auditors and accounting academics within the UK. A factor 
analysis was undertaken to examine the potential inter-correlations that could exist between 
different factors obtained from the literature. The analysis reduced these variables into the 
more important factors which were subsequently measured through logistic regression. 
Findings: The paper identified, as critical factors for enhancing statutory audits, ‘a 
continuously updated accounting curriculum’, ‘expansion of the auditor's role’, ‘frequent 
meetings between regulators and auditors’, ‘mandatory rotation of auditors’, limiting the 
provision of non-audit services’, ‘knowledge requirements from disciplines other than 
accounting’ and ‘encouraging joint audits’. It is hoped that addressing these issues might 
improve confidence in the audit profession, thereby reinforcing its value relevance as an 
assurance service to the corporate world. 
Research Implications: The study’s findings imply that professional accountancy bodies, 
accounting educators and accounting firms will need to incorporate the key factors identified 
in this study into their curriculum and training schemes. However, the generalizability of 
these findings might be limited as the research data were primarily obtained from UK 
accountants alone.  
Originality/value: This study extends the frontiers of knowledge on critical factors that 
could reinforce users’ confidence in the statutory audit function and have implications for 
policy and practice.  
Keywords: statutory audit, Auditors, financial crisis, the theory of inspired confidence. 
Paper Type: Research Paper 
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1. Introduction  
High quality audits contribute in no small measure to the protection of shareholders against 
exploitation by potentially reckless directors (O’Sullivan, 2000; Cohen et al., 2002) and 
enhancing the credibility and reliability of the reported financial statements (Davidson and 
Neu, 1993). As an assurance service upon which users of accounting information rely, the 
statutory audit function plays a vital role in the modern day corporate accountability. 
Although it is widely believed that the credit bubble in the US was the underlying cause of 
the recent global financial crisis (GFC) (Jin et al., 2011; Kothari and Lester, 2012; Lindquist 
and Drogt, 2012), the role of auditors in its occurrence has been questioned.  For example, the 
Lords’ Committee Report (2011:6) accused auditors of "dereliction of duty" for failing to 
share vital information with regulators before the crisis. Furthermore, it stated that auditors 
either failed to identify unscrupulous lending practices by banks, and also demonstrated their 
unawareness of the substandard financial reporting practices by organisations or, 
alternatively, they simply turned a blind eye to the problems that contributed to the financial 
crisis. In support of the criticisms, the report alluded to the case of Northern Rock which was 
given an unqualified audit opinion, meaning that the financial statements were judged to 
reflect a true and fair view of the financial position/activities (Jones, 2011). However, within 
months of this unqualified opinion, Northern Rock required a substantial taxpayer bailout to 
avoid going bust, highlighting potential weaknesses in the audit process (Winnett, 2008). 
Similarly, in the US, Lehman Brothers collapsed shortly after receiving an unqualified audit 
opinion (Rushe, 2010).  
A review of the current literature suggests that auditors were not the root cause of the GFC 
and that they performed their duties within the legal remit of their role (Lambe, 2010; 
Rapoport, 2010 and Jin et al., 2011). However, the general consensus in the literature is that 
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auditors’ increasingly evident difficulties in dealing with issues such as fair value accounting, 
off-balance sheet financing and unscrupulous lending by banks, along with their failure to 
alert the regulators did contribute to the GFC (Allen and Carletti, 2008; Plantin et al., 2008; 
Hout, 2009; Magnan, 2009).  The auditing profession seems to accept that there are problems 
which require addressing. For example, the “big 4” audit firms together with Grant Thornton 
and BDO International recently jointly proposed an overhaul of the current financial 
reporting systems with a view to meeting the current economic and business realities. 
According to the proposal, “the auditing profession needs to develop talent and expertise to 
deliver consistent, high-quality audit services in the coming environment, both through the 
hiring of outstanding individuals and the training of auditors in new auditing techniques 
(especially evolving information technology, fair value models and expanded business 
information)” (Global Vision, 2006: 2-3).  
This study therefore investigates those factors that may enhance the statutory audit function 
and reinforce the confidence of financial statements’ users in the post-financial crisis period. 
Based on Limperg’s (1932) theory of inspired confidence, the paper sought the perceptions of 
accountants, auditors and accounting academics on the measures that are most likely to 
enhance the audit function as the world emerges from a financial crisis. Using a questionnaire 
survey, the study finds that the most critical factors are: ‘a continuously updated accounting 
curriculum’, ‘expansion of the auditor's role’, ‘frequent meetings between regulators and 
auditors’, ‘mandatory rotation of auditors’, limiting the provision of non-audit services’, 
‘emphasising knowledge requirements from disciplines other than accounting’ and 
‘encouraging joint audits’. If the foregoing factors are given the right attention by the audit 
profession, the statutory audit function might not only be able to withstand the current post-
crisis socio-economic challenges but reinforce users’ confidence in its value relevance. The 
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study sheds light on the significance of an effective audit function to the global financial 
system. Such audit function will be a cardinal pillar that should strengthen the corporate 
governance structure of the modern organisation. 
The remainder of the paper is as follows: Section 2 summarises the relevant literature, 
including the theoretical underpinning for the research. Section 3 discusses the research 
methodology applied. The results are presented and discussed in Section 4 while section 5 
presents the summary and conclusions.  
 
2. Literature Review 
2.1 Theoretical framework 
The agency theory has been widely utilised in this subject area (See Sharma et al., 2008; 
Law, 2011; Quick et al., 2013). The agency theory (Jensen and Meckling, 1976) argues that 
managers engage in actions that promote their own interests at the expense of shareholders. 
To ensure that the interests of managers are aligned with those of shareholders, monitoring 
mechanisms are put in place. One such important monitoring mechanism is the external 
auditor (Sharma et al., 2008). The role of the external auditor is to provide assurance to 
shareholders and potential investors that the financial information presented reflects a true 
and fair view of the company’s financial performance and position. In this context, external 
auditors play a significant role in the accountability of companies (Antle, 1982).  
Although the agency theory is appropriate in explaining the audit function as a control 
mechanism, it cannot effectively explain the factors that are important to improving 
confidence in the perceived importance of the audit function. Therefore, for this research, the 
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theory of inspired confidence (Limperg, 1932) is considered appropriate. The fact that the 
very existence of the statutory audit function is firmly entrenched in the confidence that 
investors and indeed society reposes in it makes the theory of inspired confidence most fitting 
for this research. The theory of inspired confidence, (also referred to as the theory of rational 
expectations) is based on the principle that the existence and continuous relevance of the 
statutory audit function is derived from society's needs for independent examination of the 
financial statements prepared and presented by managers (Limperg, 1932). In other words, 
the external stakeholders (who use the auditor’s report) will find it difficult to fully trust the 
information being provided by management due to the latter’s personal interest/potential 
conflicts of interest and information asymmetry. In essence, this theory argues that the 
relevance of the statutory audit function is solely based on society’s demand and this should 
enable users to measure the accountability of the management and to rely upon the financial 
statements to make informed economic decisions. In this context, the statutory audit function 
is expected to provide a level of assurance that fulfils all reasonable expectations of the 
market and wider society (Sharma et al., 2008; Sikka et al., 2009). In summary, this theory is 
underpinned by a simple principle – for the statutory audit function to be considered 
successful, it must fulfil its objectives which revolve around its ability to maintain the 
confidence of society, and if society’s confidence is lost, the statutory audit function also 
loses the purpose of its existence. 
Limperg (1932) sees society confidence falling to two strands - exaggerated confidence and 
the shortcoming in confidence. In relation to the first strand, the statutory audit function fails 
to maintain the confidence of society because society’s expectations exceed the remit of the 
auditor's statutory role. This strand is analogous to Porter’s (1993) ‘reasonableness gap’ 
component of the concept of audit expectations gap. The second strand, the shortcoming in 
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confidence asserts that auditors themselves fall short of the required standard in fulfilling 
their function, a strand similar to Porter’s (1993) ‘performance gap (which comprises 
deficient standard’ and ‘deficient performance’ gaps). As a result, in the first scenario, society 
are at fault due to their expectations not being reasonable while in the latter case, the auditors 
are to blame for failing to fulfil their role as required. Quite evidently in the recent GFC, 
confidence in the audit function has suffered some reputation damage in the eyes of the 
society (even though this is likely not to have been entirely the auditor's fault) as 
organisations that were considered to be relatively safe were wiped out within months (The 
Lords’ Committee Report, 2011).  
 
2.2 Statutory Audit and the Recent Global Financial Crisis 
There is a general consensus in the literature that auditors’ failings exacerbated the recent 
GFC. However, the extent of their contribution to the crisis is widely disputed. Some authors 
argue that auditors were negligent during the recent GFC as major banks such as Northern 
Rock and Lehman Brothers were given the all assuring unqualified audit opinions only for 
them to collapse a few months later (Sikka, 2009; Otusanya and Lauwo, 2010; Achim et al., 
2010; Yeoh, 2010; Hawkes, 2011; The Lords Committee Report, 2011; Farrell, 2012; Jones, 
2013a; Rapoport 2013). The criticism of the audit function is however, not new. For example, 
Sikka et al. (2009) argued that the current auditing model which makes auditors financially 
dependent on their clients opens the audit profession to serious criticisms from the points of 
view of independence, quality and effectiveness. Sikka et al. (2009) asserted that the current 
auditing model “is also incomplete as it pays little attention to the organisational and social 
context of auditing”. Furthermore, the authors stressed that as modern corporations diversify 
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“into new forms of investment and complex financial instruments”, auditors need to devise 
new ways other than the traditional approach in order to cope. From the foregoing, it will be 
appreciated why the call for a shift in the current auditing paradigm has become more 
vociferous – hence, the need to enhance audit effectiveness. From the perspectives of the 
theory of inspired confidence, these criticisms point towards the shortcoming in confidence 
strand as the criticisms suggest that auditors failed to take reasonable care in their activities 
Other authors, however, have argued that certain accounting standards made it difficult for 
auditors to alert the authorities because these banks were meeting all legal requirements, thus 
auditors were also fully compliant with regulations (Lindquist and Drogt, 2012; McManus, 
2012). In this context the literature asserts that the rules that govern fair value accounting are 
considered to be too complicated for auditors as they make the subsequent fair value 
measurements difficult for auditors to authenticate especially in times of illiquid markets 
(Hout, 2009; Allen and Carletti, 2008; Plantin et al., 2008; Magnan, 2009; Kothari and 
Lester, 2012). Therefore, the literature argues that the accounting standards themselves 
contributed to auditors’ potential failings in the recent GFC. In fact, Jin et al. (2011) argued 
that had it not been for the sound work of auditors, the GFC would have been even worse.  
Rapoport (2010) also shared this viewpoint and stated that auditors cannot be blamed for poor 
investment decisions along with many other flaws in the financial sector.  
In spite of the arguments supporting the audit function, Lambe (2010) suggests that although 
there is no evidence of systematic audit failure, the audit function needs to be enhanced. 
Similarly, Pannese and DelFavero (2010), Sanderson (2010) and Jones and Tait (2011) 
acknowledged that although auditors were not to blame for the GFC, their duties need to 
extend beyond their clients in meeting the needs of the various users of their report. In sum, 
whether we blame auditors or the regulatory framework within which they operate 
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(accounting and auditing standards), users of statutory audit reports seem to be losing their 
confidence in the statutory audit function and this confidence issue was heightened in the 
recent crisis period (Hout, 2009; Jones, 2011; Hawkes, 2011; Egan, 2012). Hence, there is 
need to enhance the audit function and reinforce users' confidence in it as an assurance 
service.  
The ACCA’s (2010) study raised a number of issues in relation to enhancing the audit 
function, including audit competition, auditor's liability, auditor independence, auditor 
competence, expanding the auditor's role, going concern evaluation and dialogue between 
auditors and regulators (ACCA, 2010). This study contributes to the ACCA (2010) research 
by answering the research question: how can the statutory audit function be enhanced in order 
to (i) cope with current and prospective socio-economic challenges of a post-financial crisis 
period and (ii) reinforce users’ confidence in its value relevance?   
 
3. Research Methodology 
In order to provide answers to the foregoing research question, the study adopted a 
quantitative approach for data collection and analysis. The quantitative method allows for a 
rigorous analysis that could lead to logical conclusions on the topic under investigation. This 
approach remains the predominant research approach in the literature (Davidson and Neu, 
1993; O'Sullivan, 2000; Jin et al., 2011; Lindquist and Drogt, 2012). Primary data were 
collected by means of questionnaire survey of accountants and auditors selected using a non-
probabilistic sampling technique. The sampling approach was adopted because, by its nature, 
this study cannot be based on a random sampling as it requires peculiar target research 
subjects with necessary knowledge of and exposure to the operations of statutory audit 
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function. The questionnaire was distributed to 483 participants, which included accountants, 
auditors and accounting academics in the UK. These are considered significant to this study 
for various reasons. First, they are considered well informed about the recent developments in 
accounting and auditing. Also, they live in a country in which the impact of the recent 
financial crisis was felt by users of audit reports.  
The questionnaire design draws on the issues raised and factors considered in relevant 
previous studies (see above). These cover two main areas: 
(i) the adequacy of the current auditors' roles (as required by statutes) particularly during 
a financial crisis period. These include questions on the current audit models on risk 
assessment, opinion, materiality, auditors' relationship with regulators, auditors' 
liability and auditor independence.  
(ii) how the statutory audit function may be enhanced in a way that will reinforce society 
confidence in it. These include questions on audit fees, joint audits, audit education, 
audit market concentration.  
Prior to distribution, the questionnaire was pilot-tested on five auditors and five accounting 
academics and was adjusted following feedback. The final questionnaire contained 14 
questions (see Appendix 1) and was three pages long. The questionnaire design employed a 
five-point Likert scale in which respondents were required to choose from “Strongly 
Disagree” to “Strongly Agree”. The questionnaire was posted to the target respondents while 
a few of the respondents preferred to complete a web-based version (of the questionnaire). 
The first round resulted in 72 questionnaires being received. Follow ups were sent after six 
weeks and resulted in 45 additional responses. The total of 117 responses was used in the 
data analysis (see Table 1 below).     
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  In designing the questionnaire, the first part asked respondents to answer the factors that are 
believed would lead to the enhancement of confidence in the audit function. This part of the 
questionnaire captured had 12 questions. These consisted of questions relating to the 
accounting curriculum, joint audits, going concern evaluation, auditor's role expansion, 
materiality issues, meetings between auditors and regulators, market concentration, 
knowledge required from other disciplines, mandatory rotation, audit fee, auditor's liability 
and non-audit services. These were used, following factor analysis, in the logistic regressions 
reported in this paper. The last question in the questionnaire asked the respondents on 
whether they felt confidence in the audit function could be enhance or improved following 
the GFC, particularly if the issues raised in the first part of the questionnaire were addressed. 
This question required a yes or no answer and was used in the regression analysis as 
categorical dependent variable. 
 
4. Data Analyses and Discussion of Results 
This section presents the findings of the survey as detailed in the below sections. 
4.1 Analysis of respondents 
Out of the 483 questionnaires distributed, 117 usable questionnaires were received and used 
this analysis (see Table 1). This indicates a response rate of 24.2% which is considered high 
in questionnaire survey studies (e.g., Mear and Firth, 1990; Ho and Wong, 2001) 
[insert Table 1 here] 
As can be seen in Table 1, the most responses came from the academic community 
constituting 34.1% of the respondents. Auditors are slightly higher at 19.4% compared to 
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18.8% for accountants. The greater response from the academic community might be 
expected due to their engagement in research and therefore the desire to support research. 
Nevertheless, the number of responses from each type of respondent is sufficient to undertake 
the analysis and address the research questions raised in the study. In the next section, the 
analysis of responses is undertaken and the findings are discussed. 
4.2 Analysis of responses on the factors that enhances the audit function 
The findings relating to the factors that can contribute to enhancement of the audit function 
and improve society’s confidence are reported in Table 2.  
[insert Table 2 here] 
 
As Table 2 shows, the most important factors that can enhance the audit function and 
improve society’s confidence are ‘a continuously updated accounting curriculum with 86.3% 
of the respondents either indicating that they agree or strongly agree. This is followed by 
‘knowledge requirements from disciplines other than accounting’ with 85.4% of respondents 
being in agreement. Other important factors include, ‘expansion of the auditor's role’, 
‘frequent meetings between regulators and auditors’, ‘mandatory rotation of auditors’, 
‘limiting the provision of non-audit services’,, ‘encouraging joint audits’, ‘a graded approach 
to going concern’ and ‘encouraging auditors to scrutinise immaterial issues’), which attracted 
over 60% level of agreement from the respondents regarding their importance in enhancing 
the statutory audit function. These ratings are supported by the rating on the question of 
whether respondents viewed addressing these factors will enhance the audit function. About 
60% of the respondents suggested that addressing these factors will enhance the audit 
function and improve societal confidence. On the whole, it seems that the respondents 
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consider education and regulatory issues as the most important in enhancing the audit 
function. These findings are generally consistent with those reported in the ACCA (2010) 
study. The implication is that universities and other educational or training institutions have 
to consider the design of their curricular to ensure that it addresses the knowledge 
requirements of the audit function. In addition, these results suggest that the current statutory 
and regulatory frameworks (in terms of accounting and auditing standards and other 
legislation) for audit are perceived as important and therefore policy-makers might want to 
strengthen these.   
 The table also reveals that there are certain factors that the literature considers 
important, but the respondents perceived these as not important to enhance the audit function. 
These include ‘decreasing the level of market concentration and ‘increasing audit fee’ on 
which the most respondents, 65.9% and 64.9% respectively, either disagreed or strongly 
disagreed. This is not consistent with the surveys of the ACCA (2010).  
4.3 Regression Analysis 
4.3.1 Factor Analysis 
To enable running the regression analysis, factor analysis was undertaken with a view to 
examining the potential inter-correlations that could exist between different variables or 
questionnaire responses and then to reduce the number of factors. Factor analysis is widely 
used in the field of accounting and finance as demonstrated by the studies of Beattie et al. 
(1999) and Al-Ajmi and Saudagaran (2011) on auditor independence. The factor analysis was 
undertaken as follows. The factors were extracted using principal axis factoring and direct 
oblimin rotation was utilised to interpret the factor loadings of the above 12 independent 
variables. By using the eigenvalue >1 criterion, only four factors had eigenvalues of greater 
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than 1, given the cut-off of 0.3 for factor loading. The four factors were subsequently 
extracted. These accounted for 73.75% of the total variance of the original 12 variables (see 
Table 3).  
 Insert table 3 about here 
The first factor explained 30.59% of the variance and was characterised by high loadings of 
audit fee, market concentration and liability and this factor was termed as audit competition. 
The second factor represented 18.38% of the variation which consisted of non-audit services, 
mandatory rotation, and joint audits and was termed as auditor independence. The third factor 
accounted for 14.36% of the variance and was influenced by the variables of going concern 
evaluation, scrutinising immaterial issues and meetings between auditor's and regulators and 
therefore was termed as taking proactive action. Finally, the fourth factor accounted to 
10.41% of the variance and was termed as education since it consisted of accounting 
curriculum, knowledge from other disciplines and auditors’ role expansion. A combination of 
these four independent factors explains 73.75% of the total variability in the statutory audit 
function. In short, the above variables in each assigned factor are highly correlated with one 
another and thereby classifying these independent variables into factor groups simplifies the 
logistic regression process with fewer variables.  
  
4.2 Logistic Regression Analysis 
The four factors of audit competition, auditor independence, taking proactive action and 
education were regressed against the dependent variable, representing the statutory audit 
function enhancement. Given the categorical nature of the dependent variable, logistic 
regression analysis was used. The purpose of performing the logistic analysis was to examine 
14 
 
which of the four factors are the most influential in enhancing the audit function. The 
dependent variable was coded as a dummy value with 0 being audit function is enhanced and 
1 being audit function is not enhanced. In this context, the following hypothesis is tested: 
H0: The effectiveness of the statutory audit function is not enhanced by factors of 
competition, independence, proactive action and education. 
H1: The effectiveness of the statutory audit function is enhanced by factors of competition, 
independence, proactive action and education  
 
The results are presented in Table 4.  
 
[insert Table 4 here] 
 
From Table 4 above, the model explains a significant amount of the variance in the outcome 
as shown by Nagelkerke R-squared value of 55.1%. This suggests that that 55% of the 
variance in the outcome of the audit function is being explained by the predictor variables. 
The Hosmer and Lemeshow test illustrates that this model does consistently fit within the 
data as the P value is at 0.567 which is higher than 0.05 thereby validating the use of this 
model. The overall model fit of 72.6% demonstrates the effectiveness of this model in 
predicting the actual outcomes.  
With regards to the four factors in the model, Table 4 shows consistent with the analysis in 
Table 2 that competitive issues are not significant in enhancing the audit function as reflected 
by the p-value which is greater than 0.05. This suggests that an increase in audit competition 
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by increasing the audit fee, reducing market concentration and auditor's liability are not 
considered significant for enhancing the audit function. The results contradict ACCA (2010) 
and Velte and Stiglbauer (2012) who concluded that the current concentration in the audit 
market is inimical to the audit quality. It is possible that this finding might be influenced by 
the differences in the respondent groups between this study and previous ones as the 
respondents in this current study did not include users of audit reports. In relation to auditor 
independence, it can be observed from Table 4 that independence is significantly related to 
the perceived enhancement of the audit function. The coefficient of independence is positive 
and significance at the 1% level. Again, this finding is consistent with the results in Table 2 
and supports both ACCA (2010) and Carcello and Palmrose (1994). The importance of 
auditor independence has been emphasised by authors (e.g., Sikka et al. (2009); arcello and 
Palmrose, 1994; Sori, 2009; Crump, 2013). The coefficient of the factor, ‘education’, is 
positive and significant at the 5% level indicating that it is important for the enhancement of 
the audit function. This means issues relating to continuously updated accounting curriculum, 
knowledge required from other disciplines before being admitting to the audit profession and 
scrutinising immaterial issues are critical.  Finally, the coefficient of ‘proactive action’ is also 
positive and significant at the 5% level. These results support the ACCA (2010) findings that 
the issues of frequent meetings between auditors and regulators, going concern evaluation, 
and expansion to auditor's role are considerably likely to enhance the audit function.  
Conclusion 
This study investigates the factors that are perceived as important in enhancing the statutory 
audit function in order to reinforce users’ confidence in its value relevance. The results from 
analysing questionnaire responses indicated that the important factors are: ‘a continuously 
updated accounting curriculum’, ‘expansion of the auditor's role’, ‘frequent meetings 
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between regulators and auditors’, ‘mandatory rotation of auditors’, limiting the provision of 
non-audit services’, ‘knowledge requirements from disciplines other than accounting’ and 
‘encouraging joint audits’. The results also demonstrate that encouraging competition in the 
audit market is not perceived as important for improving confidence in the audit function.  
The study contributes in a number of ways. First, it provides insights into the factors that can 
lead to an enhanced audit function. These findings have implications for practice and policy. 
In this case, the current practice by large audit firms of employing graduates of diverse 
backgrounds (disciplines other than accounting) as trainees needs to be intensified. Smaller 
firms should also imbibe this practice in order to enrich the skill-sets available in audit 
purposes thereby enhancing audit effectiveness. The findings also suggest that professional 
accountancy bodies, accounting educators and accounting firms should make necessary 
adjustments to their curriculum and training schemes in order to incorporate diverse skill-sets 
necessary to enhance audit quality. Added to these, current auditors can also be trained 
through undertaking continuous professional development activities or other ad-hoc in-house 
training. The findings also indicate that the call for a mandatory rotation of auditors on a 
more frequent basis is justified. Similarly, policy debates on the necessity to put a cap on 
certain non-audit services like performing the internal audit or tax consultancy work need to 
be intensified.  
The contributions of this study must be viewed in the context of some limitations. 
First, this study only used a questionnaire instrument to collect data. It could have possibly 
benefited from a follow up interview or focus group discussions to explore the identified 
crucial factors further. However, this was not possible due to the busy schedules of 
respondents that participated in the study and resources constraints on the part of the 
researchers. Secondly, the study only acquired responses primarily from professionals that 
were based in the UK and did not include users of audited accounts. This may somewhat 
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affect the generalisability of its findings. In addition, this is a cross-sectional study and only 
provides a snapshot of the measures that are most likely to enhance the audit function. A 
longitudinal study could have provided better insights into the issues.  
 
References  
ACCA. (2010), “Reshaping the audit for the new global economy”, available at: 
http://www2.accaglobal.com/pdfs/international/singapore/RA.pdf (accessed 12th July 2013). 
Achim, M.V., Borlea, N.S. and Breban, L. (2010), “Financial crisis and accounting 
information: The need for corporate social responsibility in the accounting profession”, 
European Research Studies, Vol. 13 No. 3, pp. 39 - 62. 
 Al-Ajmi, J. and Saudagaran, S. (2011), “Perceptions of auditors and financial-statement 
users regarding auditor independence in Bahrain”, Managerial Auditing Journal, Vol. 26 
No.2, pp. 130 - 160. 
 
Allen, F., and Carletti, E. (2008), “Mark-to-market accounting and liquidity pricing”, Journal 
of Accounting and Economics, Vol. 45 No. 2, pp. 358 - 378. 
 
Antle, R. (1982), “The auditor as an economic agent”, Journal of Accounting Research, Part 
2, Vol. 20 No 2, pp. 503 - 527. 
BBC (2007), “The US sub-prime crisis in graphics”, available at: 
http://news.bbc.co.uk/1/hi/business/7073131.stm (accessed 17 February 2013).  
18 
 
Beattie, V., Brandt, R. and Fearnley, S. (1999), “Perceptions of auditor independence: UK 
evidence”, Journal of International Accounting, Auditing and Taxation, Vol. 8 No.1, pp. 67 - 
107.                                                                                                                                              
Carcello, J. and Palmrose, Z.V. (1994), “Auditor litigation and modified reporting on 
bankrupt clients”, Journal of Accounting Research, Vol. 32, pp. 1 - 30.  
Cohen, J., Krishnamoorthy, G. and Wright, A. (2002), “Corporate governance and the audit 
process”, Contemporary Accounting Research, Vol. 19 No. 4, pp. 573-594. 
Crump, R. (2013), “Competition commission aims to break big four dominance”, 
Accountancy Age, 22 February. 
Davidson, R.A and Neu, D. (1993), “A note on the association between audit firm size and 
audit quality”, Contemporary Accounting Research, Vol. 9 No. 2, pp. 479-488.                                                                                                                                                          
Economist. (2010), “How exactly did inequality fuel the crisis?”, The Economist, 27 August. 
Egan, M. (2012), “H-P debacle could undermine confidence in auditors, due diligence”,  
available at http://www.foxbusiness.com/industries/2012/11/23/auditors-due-diligence-in-focus-
after-h-p-autonomy-debacle/ (accessed 16 August 2013). 
Farrell, S. (2011), “Auditors under fire for role in bank crisis”. The Independent, 31 March.  
Global Vision (2006), “Global capital markets and the global economy: A vision from the 
CEOs of the international audit networks”, available at: 
http://globalpublicpolicysymposium.com, (accessed 11 January 2007). 
Hawkes, A. (2011), “House of Lords criticises UK auditors over role in financial crisis”. The 
Guardian, 30 March.  
19 
 
Ho, S.S.M. and Wong, K.S. (2001), “A study of corporate disclosure practice and 
effectiveness in Hong Kong”, Journal of International Financial Management and 
Accounting, Vol. 12, pp 75-102. 
Hout, B. (2009), “Financial reporting and auditing in a distressed economy”, Certified 
Accountant, Vol. 37, pp. 87 - 89. 
Jensen, M.C. and Meckling, W.H. (1976), “Theory of the firm: managerial behavior, agency 
costs and ownership structure”, Journal of Financial Economics, Volume 3 No 4, pp. 305-
360. 
Jin, J.Y., Kanagaretnam, K. and Lobo, G.J. (2011), “Ability of accounting and audit quality 
variables to predict bank failure during the financial crisis”, Journal of Banking & Finance, 
Vol. 35 No. 11, pp. 2,811 - 2,819.  
Jones, A. (2011), “Auditors criticised for role in financial crisis”, Financial Times, 30 March. 
Jones, A. and Tait, N. (2011), “Auditors to face rule changes in wake of crisis”, Financial 
Times, 11 February. 
Jones, A. (2013a), Pressure grows to bring auditors to account”, Financial Times, 6 January. 
Jones, A. (2013b), “Regulator drops threat to force audit rotation”, Financial Times, 22 July. 
 
Kothari, S.P and Lester, R. (2012), “The role of accounting in the financial crisis: Lessons for 
the future. Accounting Horizons, Vol. 26 No. 2, pp. 335 - 351. 
Lambe, A. (2010), “Lessons from the crisis profession engages in the debate on the future of 
audit”, Accountancy Ireland, Vol. 42 No. 4, pp. 7 - 8. 
20 
 
Law, P. (2011), “Audit regulatory reform with a refined stakeholder model to enhance 
corporate governance: Hong Kong evidence”, Corporate Governance, Vol. 11 No. 2, pp. 123 
- 135. 
Lindquist, S. and Drogt, E. (2012), “The 2008 financial meltdowns: Were early warning signs 
detected and disclosed by management and auditors?”, The Journal of American Academy of 
Business, Vol. 18 No. 1, pp. 10 - 17. 
Magnan, M.L. (2009), “Fair value accounting and the financial crisis: Messenger or 
contributor”, Accounting Perspectives, Vol. 8 No. 3, pp. 189 - 213. 
McManus, J. (2012), “Report raises questions over auditing profession's role in crisis”. Irish 
Times, 15 October.  
Mear, R.W.T. and Firth, M.A. (1990), “A parsimonious description of individual differences 
in financial analyst judgement”, Journal of Accounting, Auditing and Finance, Vol. 5, pp 
501-520. 
Otusanya, J.O and Lauwo, S. (2010), “The role of auditors in the Nigerian banking crisis”, 
Accountancy, Business and the Public Interest, Vol. 9, pp. 159 - 198. 
O’Sullivan, N. (2000), “The Impact of Board Composition and Ownership on Audit Quality: 
Evidence from Large UK Companies”. The British Accounting Review, Vol. 32 No. 4, pp. 
397–414. 
Pannese, D. and DelFavero, A. (2010), “Fair value accounting: Effect on the auditing 
profession”, The Journal of Applied Business Research, Vol. 26 No. 3, pp. 43 - 50. 
Plantin, G., Sapra, H. and Shin, H.S.  (2008), “Marking-to-market: Panacea or Pandora's 
box?”, Journal of Accounting Research, Vol. 46 No. 2, pp. 435 - 446. 
21 
 
Porter, B. A. (1993), “An Empirical Study of the Audit Expectation-Performance Gap”, 
Accounting and Business Research, Vol. 24 No. 93, pp. 49-68.  
Quick, R., Sattler, M. and Wiemann, D. (2013), “Agency conflicts and the demand for non-
audit services”, Managerial Auditing Journal, Vol. 28 No.4, pp. 323 - 344. 
Rapoport, M. (2010), “Role of auditors in crisis gets look”, Wall Street Journal, 23 
December. 
Rapoport, M. (2013), “Two auditors charged over bank failure”, Wall Street Journal, 9 
January. 
Rushe, D. (2010), “Ernst & Young threatened with legal action over Lehman collapse”, The 
Guardian, 20 December. 
Sanderson, R. (2010), “Bank auditors eyed for whistleblower role”, Financial Times, 27 June. 
Sharma, D.S., Boo, E. and Sharma, V.D. (2008), “The impact of non-mandatory corporate 
governance on auditors' client acceptance, risk and planning judgements”, Accounting & 
Business Research, Vol. 38 No. 2, pp. 105 - 120. 
 
Sikka, P. (2009), “Financial crisis and the silence of auditors”, Accounting, Organizations, 
and Society, Vol. 34 No. 6/7, pp. 868 - 873. 
Sikka, P., Filling, S. and Liew, P. (2009) "The audit crunch: reforming auditing", Managerial 
Auditing Journal, Vol. 24, No. 2, pp.135 – 155. 
Sikka, P., Haslam, C., Kyriacou, D., Agrizzi, D. (2007), "Professionalising claims and the 
state of UK professional accountancy education: some evidence", Accounting Education: An 
International Journal, Vol. 16 No.1, pp.3-21. 
22 
 
Sori, M.Z. (2009), “Audit market competition: causes and consequences”. ICFAI Journal of 
Audit Practice, Vol. 6 No. 1, pp. 36-61.                                                                                                                                                      
The Lords’ Committee Report. (2011), “Economic Affairs Committee - Second Report 
Auditors: Market concentration and their role”, available at: 
http://www.publications.parliament.uk/pa/ld201011/ldselect/ldeconaf/119/11902. htm, (accessed 16 
February 2013). 
Velte, P. and Stiglbauer, M. (2012), “Audit market concentration and its influence on audit 
quality”, International Business Research, Vol. 5 No. 11, pp. 146 - 161. 
Wagner, H. (2010), “The causes of the recent financial crisis and the role of central banks in 
avoiding the next one”. International Economics & Economics Policy, Vol. 7 No. 1, pp. 63 - 
82. 
Winnett, R. (2008), “Northern Rock in £3bn bail-out from taxpayer”. The Telegraph, 5 
August. 
Yeoh, P. (2010), “Causes of the global financial crisis: Learning from the competing 
insights”, International Journal of Disclosure and Governance, Vol. 7 No 1, pp. 42 - 69. 
 
 
 
 
 
 
 
 
 
23 
 
Table 1: Analysis of the Questionnaire Distribution In Total 
Type of Participant No. of Respondents 
that were Contacted 
No. of respondents that 
actually Participated 
Percentage of respondents 
that actually Participated 
Academic 167 57 (48.7%) 34.1% 
Accountant 192 36 (30.8%) 18.8% 
Auditor  124 24 (20.5%) 19.4% 
Total 483 117 24.2% 
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Table 2: Analysis of responses to the Factors in the Questionnaire 
Variables Strongly 
Agree 
Agree Neither 
Agree Nor 
Disagree 
Disagree Strongly 
Disagree 
‘a continuously updated accounting curriculum’ 57/117 
 (48.7%) 
44/117 
(37.6%) 
14/117 
(12.0%) 
2/117 
(1.7%) 
0/117 
(0%) 
‘expansion of the auditor's role’ 48/117              
(41.0%) 
46/117 
(39.3%) 
14/117 
(12.0%) 
6/117 
(5.1%) 
3/117 
(2.6%) 
‘frequent meetings between regulators and 
auditors’ 
48/117 
(41.0%) 
45/117 
(38.4%) 
18/117 
(15.4%) 
3/117 
(2.6%) 
3/117 
(2.6%) 
‘mandatory rotation of auditors’ 44/117 
(37.6%) 
48/117 
(41.0%) 
13/117 
(11.1%) 
9/117 
(7.7%) 
3/117 
(2.6%) 
‘limiting the provision of non-audit services’ 40/117 
(34.2%) 
51/117 
(43.5%) 
18/117 
(15.4%) 
5/117 
(4.3%) 
3/117 
(2.6%) 
‘knowledge requirements from disciplines other 
than accounting’ 
52/117 
(44.4%) 
48/117 
(41.0%) 
16/117 
(13.7%) 
1/117 
(0.9%) 
0/117 
(0%) 
‘encouraging joint audits’ 33/117 
(28.2%) 
41/117 
(35.0%) 
34/117 
(29.1%) 
9/117 
(7.7%) 
0/117 
(0%) 
‘a graded approach to going concern’ 34/117 
(29.0%) 
44/117 
(37.6%) 
25/117 
(21.4%) 
12/117 
(10.3%) 
2/117 
(1.7%) 
‘encouraging auditors to scrutinise immaterial 
issues’ 
34/117 
(29.0%) 
45/117 
(38.5%) 
25/117 
(21.4%) 
9/117 
(7.7%) 
4/117 
(3.4%) 
‘decreasing the level of market concentration’ 2/117 
(1.7%) 
4/117 
(3.4%) 
34/117 
(29.1%) 
43/117 
(36.8%) 
34/117 
(29.1%) 
‘increasing audit fee’ 1/117 
(0.9%) 
4/117 
(3.4%) 
36/117 
(30.8%) 
51/117 
(43.5%) 
25/117 
(21.4%) 
‘reducing auditors’ exposure to liability to claims 
from clients’ 
8/117 
(6.8%) 
16/117 
(13.7%) 
58/117 
(49.6%) 
28/117 
(23.9%) 
7/117 
(6.0%) 
 Enhanced Not enhanced 
Based on your responses to the above 12 
questions, do you feel that the audit function in 
the future will be ‘enhanced’ or ‘not enhanced’? 
71 
(60.7%) 
46 
(39.3%) 
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Table 3: Factor Analysis 
 
 
 
 
 
 
 
 
 
 
 
Table 4:  Logistic Regression Results  
 
Variables Coeff. Std. 
Errors 
Wald df Sig. Exp(B) 95% C.I for Exp(B)   
Lower           Upper 
Competition 0.052 
 
0.286 0.33 1 .855 1.054 0.601       1.848 
Independence 0.827 
 
0.289 8.180 1 .004 2.286 1.297       4.028 
Proactive 
actions 
0.709 
 
0.284 6.242 1 .012 2.032 1.165         3.545 
Education 0.546 
 
0.277 3.881 1 .049 1.7227 1.003         2.973 
Constant 0.427 
 
0.278 2.363 1 .124 1.533   
Number of 
Observations 
117        
-2 Log 
Likelihood 
58.694        
Nagelkerke R² 0.551        
Influence of 
Predictor 
Variables  
72.6        
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Appendix 1: Questionnaire 
 
How to Reinforce Users’ Confidence in the Statutory Audit Function in the Light of the 
Recent Global Financial Crisis 
Along with other factors, the role of auditors in the recent global financial crisis has been 
questioned. This questionnaire aims to investigate factors that may enhance the statutory 
audit function and reinforce the confidence of financial statements’ users in the aftermath of 
the crisis. This research project is likely to be of immense benefit to the accounting 
profession, together with ratings agencies, the financial sector, academics and other 
stakeholders. The findings of the study are intended for publication in an academic journal 
and the responses to the questionnaire will form an integral part of the analysis section. At all 
times, the data will be collected in full compliance with the University’s code of ethics and 
all information collected will remain strictly confidential while respondent's anonymity will 
be protected at all times.   
The questionnaire will only take a few minutes to complete and we thank you for your time. 
 
1) Please select your occupation 
    Auditor               Accountant               Academic                                      
 
2) Regular changes to the auditing curriculum to reflect the frequent changes in the market 
and within the accounting profession is necessary to enhance audit quality 
 Strongly Agree              Agree              Neutral               Disagree               Strongly disagree   
 
3)  Joint audits should be introduced to potentially enhance the audit process? (Joint audit is a 
situation whereby two firms work together to audit the same company) 
 Strongly Agree              Agree              Neutral               Disagree               Strongly disagree   
 
4) Auditors seem to have been very reluctant in the past to give firms any opinion other than 
an unqualified audit opinion for fear of investors and stakeholders abandoning a relatively 
safe business.  Therefore, a graded approach should be introduced with respect to a client’s 
going concern status (rather than the all or nothing approach). 
Strongly Agree               Agree              Neutral              Disagree              Strongly disagree   
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5) Auditors should be required to scrutinise immaterial issues. (For instance, small immaterial 
misstatements that are indicative of fraud, but are not considered to have a material impact on 
the financial statements). 
Strongly Agree               Agree               Neutral             Disagree             Strongly disagree             
 
6) Do you support the notion that auditors should have frequent meetings with the regulator 
in order to identify potential warning signals much earlier than was the case in the reent 
financial crisis? 
Strongly Agree              Agree               Neutral              Disagree             Strongly disagree            
 
7) Do you believe that decreasing the level of market concentration (e.g. The big 4 becoming 
the big 5) would enhance the audit function? 
Strongly Agree                 Agree                Neutral              Disagree              Strongly disagree            
 
8) Should auditors be required to possess the required standard of knowledge in ICT, 
forensics, law    and other disciplines before being admitted to the profession? 
Strongly Agree                 Agree                Neutral              Disagree              Strongly disagree            
 
9) Should mandatory rotation of auditors on be introduced to lower the risk of establishing an 
unduly cosy relationship with their clients?  
Strongly Agree                 Agree                Neutral              Disagree              Strongly disagree            
 
10) If you agree with the mandatory rotation of auditors as selected in question 10, how often 
would you want this rotation to occur? 
Yearly              Every two years             Every three years             Every four years               
Every five years  
 
11) Do you feel that an increase in audit fees is required to enhance the audit function? 
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Strongly Agree                 Agree                Neutral              Disagree              Strongly disagree            
 
12) Do you agree that if auditor's exposure to liability claims from clients was reduced, then 
it would    enhance the audit function?  
Strongly Agree                 Agree                Neutral              Disagree              Strongly disagree            
 
13) Should non-audit services be prohibited in order to enhance the audit function? 
Strongly Agree                 Agree                Neutral              Disagree              Strongly disagree            
 
14) Based on your responses to questions 2 – 13 above, do you feel that the audit function in 
the future will be ‘enhanced’ or ‘not enhanced’? 
Enhanced               Not enhanced   
 
 
